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I*'& . CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE: 

C;E ARE HERE AT YOUR RE@UEST TC DISCUSS OUR CURREILT RE- 

VIEW OF THE FARMERS HOME ADMINISTRATION'S ( FnHA’S) ECONGl\“lI& 

1 O e.-Ei~lERGE13C.Y LOALd ~FQX~e~.k!J l 
THE REVIEW IS t!CT YET COMPLETED, 6UT 

Ir\i VIE\; OF YCUR PENDING DECISICN @rJ THE FUTURE CF THE FRCGRAM, 

NE ARE GLAD TO PROVIDE YQU SCME OF CCJR TENTATIVE FINDINGS 

Al%lC OBSERVATIONS. 

BACKGROUND 

THE ECGNOMIC EMERGENCY LCAN PRCGRAMssSTARTED CN AUGUST 4, 

1979, A11C IS SCHEDULED TO TERMINATE MAY 15, 1980. LOANS ARE 

TO BE ['LADE TO FARMERS AND RANCHERS WHO HAVE A REASONABLE PRCS- 

PECT FGR SUCCESS WITH THE ASSISTANCE OF A LCAN AND WHC NEED 

THE CREDIT TO MAINTAIN A VIABLE OPERATION. BORROWERS MAY BE 

ELIGIBLE IF THEY CAMNCT GET CREDIT AT REASCNABLE RATES AND 

TERMS FRCM NORMAL CREDIT SOURCES DUE TO NATIONAL OR AREAWICE 

ECONOMIC STRESSES CR, UNFAVORABLE RELATIONSHIPS BETWEEN CCSTS 



AND FRICES. THE TOTAL PRINCIPAL EALANCE OUTSTANDING AT ANY 

ONE TIME GN INSURED AND GUARANTEED LOAfJS CANNCT EXCEED $4 BILLION. 

THE FnHA INSURED AND GUARANTEED LOANS ARE MADE FROM CR 
I> 

GUARANTEED BY THE ECONCMIC'EMERGENCY LOAN FUND (A REVOLVING 

FUND) AND BOTH ARE IP?SUREC THROUGH THE AGRICULTURAL CREDIT 

INSURANCE FUND, INTEREST RATES FOR THE INSURED LOANS, WHICH 

IN EFFECT ARE DIRECT LOANS, ARE BASED OM THE CGST OF GOVERNMEt'" ..a. 

EIORROKING. CURRENTLY, THE INTEREST RATE ON REAL ESTATE-SECURED 

LOANS IS 10 PERCENT: AND ON CHATTEL-SECURED LOAMS, 10.5 PERCENT. 

THE INTEREST RATE FOR GUARANTEED LOANS IS NEGOTIATED BS THE BORROWER 

AND THE LENDER. 

ECONOMIC EMERGEMCY LOANS CANNOT BE USED TO PURCE!ASE OR 

LEASE ADDITIONAL LAND. THE TOTAL AMOUNT OF LOANS AT ANY 

TiME FOR A BORROWER CANNOT EXCEED $400,000 AND CAN BE USED 

TO REFINANCE EXISTING DEBTS; REORGANIZE OPERATIONS; PURCHASE 

CEJERAfIPJG SUPPLIES, STOCK, AND EQUIPMENT; AND PAY OTHER ESSEN- 

TIAL OPERATING EXPENSES. AT JANUARY 19, 1980, FrnHA HAD 

APFROVED AND OBLIGATED ABOUT $3.9 BILLION AND HAD RECEIVED 

REPAYMENTS OF ABOUT $243 MILLION; THEREFORE, ALMOST $366 MILLION 

WAS STILL AVAILABLE FOR LOANS BEFORE THE PROGRAM EXPIRES IN 

RESULTS OF REVIEW 

OUR REVIEW OBJECTIVE WAS TO EVALUATE THE EFFECTIVENESS 

OF THE PROGRAM AND WAS PRIMARILY DIRECTED TOWARDS ANALYZING 

A CROSS-SECTICN OF ECCNOMIC EMERGENCY LOAN FILES IN 10 STATES 



. 
WITH HIGH DOLLAR VOLUME, HIGH LOAN VOLUNE, HXGH AVERAGE SIZE 

LOAN PJiGUNT , AND A COVERAGE OF DIFFERENT TYPES OF' FARM OFERA- 

n;l10t;s l IN EACH STATE, WE SYSTEMATICALLY SAMPLED LOAN FILES 

TO DETERMINE (1) THE FINANCIAL STATUS OF THE BORROWERS, (2) 

THE AVERAGE LOAN SIZE AND TERM, (3) HOW THE LOAN PROCEEDS 

WERE USED, AND (4) THE EXTENT TO WHICH THE BCRROWERS COULD 

HAVE OETAINED CREDIT FROM NORMAL SOURCES. IN TOTAL, WE EXAHIN- 

EL; 101 LOAN FILES OUT OF A UNIVERSE OF ABOUT 19,400 IN THE 

10 STATES. THE 101 LOAN FILES INCLUDED INDIVIDUAL FARMERS, 

PARTNERSHIPS, AND FAMILY CORPORATIONS. WHILE THE SAPJPLE CANNOT 

BE PROJECTED TO THE UNIVERSE, WE FOUND NO EVIDENCE OF THESE 

LOAN FILES 6EING ATYPICAL. 

OUR ANALYSIS SHOWED THAT THE AVERAGE BCRROWER OF AN 

ECONOMIC EMERGENCY LOAN HAD A NET WCRTH OF $202,000 AND A 

FARM OF u3ou~ 570 ACRES. THE AVERAGE LOAN WAS ABOUT $137,000 

APiD WAS REPAYABLE FOR PERIODS UP TO 40 YEARS. SOME LOANS WERE 

MADE TO COVER CURRENT OPERATING COSTS AllD WERE PAYABLE WITHIN 

A YEAR, BUT MOST WERE FOR 7- TO 40-YEAR PERIODS AND WERE 

SECURED BY EQUIPPlETJT AND CROP CHATTELS OR REAL ESTATE MORTGAGES. 

THE MAIN PURPOSE OF THE LOANS WAS TO INCREASE CURRENT CASH 

FLOW AND ASSIST WITH CURRENT OPERATIONS. 

LET blE BRIEFLY DISCUSS SOME OF THE INFORMATION WE HAVE 

DEVELOPED. 

GUARANTEED LOANS MOT 
POPULAR WITH LENDERS 

ONLY ABOUT 4 PERCENT OF THE LOANS MADE AS OF SEPTEMBER 30, 

1979, WERE GUARANTEED, WHILE 96 PERCENT WERE INSURED LOANS. 
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FnHA HAD GUARANTEED $135 MILLION IN LOANS BUT HAD MADE $2.95 

BILLICjM IN INSURED LOANS. BEFORE THE PROGRAM GOT' UNDERWAY, 

IT WAS ESTIMATED THAT 50 PERCENT OF THE LOANS WOULD BE 

GUARANTEED. 

DISCUSSIONS WITH FnHA OFFICIALS AND BANKERS IN A WIDE 

RANGE OF COMMUNITIES INDICATED THAT 

--BANKERS HAVE MADE NO COMMITMENTS TO PARTICIPATE 

IN THE GUARANTEED PROGRAM. 

--BANKS ARE REFERRING BuRROtiERS TO FmHA SINCE THE 

BANKS GENERALLY PREFER TO HANCLE ONLY SHORT-TERM 

(1 YEAR) FARM OPERATING LOANS OR CONSUMER-TYPE 

LOANS AT HIGHER RATES AND SHORTER TERMS THAN THOSE 

USED BY FmHA. 

IN ONE STATE WHERE GUARANTEED LOANS WERE BEING USED MORE 

EX'TEKSIVELY, WE FOUND @THAT THIS OCCURRED BECAUSE THE FARMERS 

HAL MONTHLY INCOME FROM MILK CHECKS AND THEREFORE WERE PRE- 

SUMED TO bE ABLE TO MEET THE ESTABLISHED MONTHLY PAYMENTS. 

AS A PART OF THE GUARANTEED LOAN CONTRACT, THE LENDERS RE- 

QUIRED AN ASSIGNMENT OF A PORTION OF THE MONTHLY MILK RECEIPTS 

AS THE MONTHLY LOAN PAYMENT. 

FmHA OFFICIALS AT BOTH THE STATE AND COUNTY LEVELS HAVE 

STATED THAT THE ECONOMIC EMERGENCY LOAN PROGRAM “BAILED OUT" 

THE BANKS AND DID VERY LITTLE TO ENCOURAGE LENDERS TO PARTIC- 

IPATE IN FARl4ING LOANS. FmBA HAS NOT BEEN AGGRESSIVE IN PUB- 

LICIZING AND PRGMOTING THE GUARANTEED PORTION OF THE PROGRAM. 
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ECCNOMIC EMERGENCY LOAN FUNDS 
USED IN LIEU OF GTHER PROGRAM FUNDS 

ECOMGMIC EMERGENCY LOAN FUNDS WERE USED IN LIEU OF FARM 

Oh?~!ERSHIP AND FARM OPERATING LOANS. FnHA OFFICIALS CONSIDER 

THE ECONOltlIC EMERGENCY LOAN PROGRAM A GOOD SUPPLEMENT TO THE 

OTHER FruWA PROGRAMS AND 6ELIEVE IT SHOULD BE CONTINUED BECAUSE 

OF ITS BENEFIT TO THE FARMERS. THESE OFFICIALS CONTEND THIS 

IS SO hECAUSE THE FUNDING ON FARM OFiPJERSHIF AND OPERATING 

PROGRAMS IS OFTEN EXHAUSTED. ALSO, UNLIKE THE ECOEJCMIC 

EMERGENCY LOAN PROGRAM WHICH ALLOWS LOANS TO BE MACE UP TO 

$400,000 PER BORROWER, AN INSURED LOAN UNDER THE FARM OWNER- 

SHIP PROGRAM IS LIMITED TO $200,000, AND AN INSURED LOAN 

UPJDER THE OPERATING LOAN PROGRAM IS LIMITEG TO $100,000. 

INFORMATION OBTAINED IN EACH COUNTY VISITED INDICATED 

THAT ECONOMIC EMERGENCY LOANS WERE MADE EECAUSE REGULAR OWNER- 

SHIP OR OPERATING LOAN FUNDS WERE LIMITED OR.NOT AVAILAELE. 

THE FOLLOWING EXAPlPLE SHCWS HOW THIS OCCURS. A RANCHER BOR- 

RCWEC $386,000 CF WHICH $167,500 WAS TO REFINANCE OLD DEBTS AtJD 

$215,500 WAS FOR CURRENT EXPENSES AND TG PURCHASE LIVESTOCK. 

SINCE THE $218,500 EXCEEDED THE MAXIMUM OF $100,000 AVAILABLE 

UNDER THE OPERATING LOAN PROGRAM, FmHA MADE THE ENTIRE LOAN 

FRC,M THE ECONOMLC EMERGENCY PROGRAM. 

A FURTHER EXAMPLE INVOLVES A FARMER WHO NEEDED $15,000 

FOR PRODUCTION EXPENSES AND $4,000 FOR RENT ON LAND. HE QUALI- 

FIED FOR AN OPERATING LOAN, BUT OPERATING LOAN FUNDS HAD BEEN 

EXHAUSTED SO HE WAS GIVEN AN ECONOMIC EMERGENCY LOAN. 
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REQUIREMENT THAT NO ADDITIONAL 
LAND BE PURCHASED OR LEASED IS 
CIRCUI\IVENTED 

THE ACT PROVIDES THAT NO LGAN MAY BE MADE IF ITS PURPOSE 

IS TO PURCHASE OR LEASE ADDITIONAL LAND. ALTH@LJGH WE FOUNG 

iJO DXRECT PURCHASE OR LEASING OF ADDITIONAL LAND WITH ECONOMIC 

EMERGENCY LOAN PROCEEDS, WE DID NOTE INSTANCES WHERE FARMERS 

HAD COEiTRACTED TO BUY ADDITIONAL LAND ON SHORT-TERM DEMAND 

NGTBS FRCM THEIR BANKS IMMEDIATELY PRIOR TO APPLYING TO FmHA 

FGR AN ECONOMIC EMERGENCY LOAN TO COVER THE MORTGAGE. COUN?Y 

SUPERVISORS TOLD US THAT SOME APPLICANTS QUALIFIED FOR A FAR&I 

OWNERSHIP LOAN, BUT SINCE NO MONEY WAS AVAILASLE IN THAT PRO- 

C .RAi"-i r ECONOMIC EMERGENCY LOAHS WERE USED TO PAY BACK THE BANKS. 

TESTS FOR CREDI? ELSEWHERE 
MOT UNIFORMLY APPLIED 

THE ECONOMIC EMERGENCY LOAN PROGRAIl WAS ESTABLISHED TO '. 
ALLGhi FARMERS AND RANCHERS TO STAY IN BUSINESS WHEN THEY 

COULD NOT GET CREDIT AT REASONABLE RATES AND TERMS FROM 

NOR!'ikL SOURCES DUE TO NATIONAL ECONOMIC STRESSES OR UNFAVORABLE 

RELATIONSHIPS BETWEEN COSTS AND PRICES. WE FOUND THAT 'ONLY IN 

ISOLATED CASES WERE TESTS MADE TO DETERMINE WHETHER CREDIT WAS 

AVAILABLE ELSEWHERE. FOR EXAMPLE, A FAMILY CORPORATIGN HAD ASSETS 

OF $1,805,000 AND LIABILITIES OF $377,000 RESULTING IN A NET 

WORTH CF $1,428,000. THE FAMILY ONLY OtiED $104,000 AGAINST 

REAL ESTATE VALUED AT $1,235,000, THE LOAN FILE II'JDICATED 

THIS TO BE A VERY WELL-RUN, VIABLE OPERATION. THE AMOUNT THE 

CORPORATICN WANTED TO BORROW WAS GREATER THAN THE LGCAL BANK 
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. 
XCXLL LEPIL;, BUT THE Fr.lHA CCUMTY SUPERVISOR SAXD HE WAS REA- 

SGNABLY SURE 

HOhEVER, THE 

FEDERAL LAND 

THE FEDEFAL LAND BANK WOULC HAVE MADE THE LOAN. 

CORPORATION PREFERRED NOT TC! ECRRCW FROM THE 

BANK; FmHA MADE THE LGAN FOR $400,000. 

REPAYMENTS OF EARLY 
INSTALLMENTS ARE DELINQUENT 

THE PAY BACK ABXLITY OF EARLY BORROWERS UNDER THE PRO- 

GRAM HAS NOT BEEN ESTABLISHED. WE FOUND INDICATIONS THAT 

CELIMQUEMCIES MAY BE A PROBLEtZ. ON JANUARY 8-10, 1980, WE 

RECONTACTED THE CCUNTY OFFICES TO ASCERTAIN WHETHER THE PAY- 

MENTS DUE ON JANUARY 1, 1980, HAD BEEN MADE. OUR TESTS ON 

THESE EARLY LOANS INDICATED THAT FOR 82 LOANS ON WHICH FIRST 

PAYE,IENTS WERE DUE, 38 PERCENT WERE DELINQUENT. FnHA HAD ANTIC- 

IPATED A DELINQUENCY RATE OF 15 PERCENT. IN TERMS OF DOLLAR 

CELINQUENCY, WE FOUND THAT 53 PERCENT OF THE COLLAR PAYMENTS 

SCHEL'ULED WERE DELINQUENT. 

ABILITY TO GRADUATE BORROWERS 
TO OTHER CREDIT SOURCES IS 
iCiIGHLY QUESTIONABLE 

THE ACT PROVIDES THAT FOR INSURED LOANS THE APPLICANT 

SHOULD GFtAGUATE TO OTHER SOURCES SUCH AS BANKS AS SOON AS HE 

IS ABLE TU OBTAIN SUCH A LOAN. THE ECONOMIC EMERGENCY LOAN 

PROGRAM WAS TO KEEP THE BORROWER IN BUSINESS AND PROVIDE THE 

FARMERS THE OPPORTUNITY TO GET CREDIT FROM OTHER SOURCES. 

OUR'DISCUSSION WITH LENDERS, BORROWERS, AND FmHA 

OFFICIALS DISCLOSED THAT, GENERALLY, THE LENDERS WERE REFERRING 

BORRGWERS TO FmHA FOR LONG-TERM LOANS. THE LENDERS PREFERRED 
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'Ib MAKE SWQRT-TERM OPERATING LOAMS AND HIGH RATE CONSUMER- 

TYPE LOANS FOR 1 TO 3 YEARS IN LIEU OF THE LONG-TERMr LOW 

RATE REAL ESTATE, AND OTHER CHATTEL LOANS FOR FARMERS. SINCE 

MOST OF THE LOAhiS ARE FOR LONGER TERMS AND BANKERS ARE t'JOT 

VERY INTERESTED IN THESE LOANS, THE ABILITY TO GRADUATE 

ECRROtlERS TO OTHER CREDIT SOURCES IS HIGHLY QUESTIONABLE. 

OBSERVATIONS 

THE RESULTS OF OUR REVIEW TO DATE SUGGEST THAT THE 

CONGRESS, IN CONSIDERING AN EXTENSION OF THE ECONOMIC EMER- 

GENCY LOAN PROGRAM, MAY WANT TO 

1. EMCOURAGE FnHA TO SEEK BANKS' PARTICIPATION IN 

GUARANTEED LOANS, ESPECIALLY WHEN SHORT-TERM LCANS 

ARE INVOLVED. 

2. DECIDE WHETHER IT WISHES TO CONTINUE HAVING THE 

ECONOMIC EMERGEMCY LOAN PROGRAM BE, IN EFFECT, 

A SUPPLEMENT OF THE EXISTING FARM OWNERSHIP ANC 

OPERATING LOAN PROGRAMS. ALTERNATIVES MIGHT BE 

TO (1) RAISE THE LIMITS ON THE FARM OWNERSHIP,ANC 

OPERATING LOAN PROGRAMS AND TERMINATE THE ECONOCIIC 

EMERGENCY LOAN PROGRAM AND (2) HAVE ONE COMBIMEC 

PROG@dl TQ COVER THE PURPOSES OF THE PRESENT FnHA 

FARMER LOAN PROGRAMS. 

3. EXPRESS ITSELF ON WHETHER IT WANTS TC PRECLUDE THE 

REFINANCING, WITH ECONOMIC EMERGENCY LOAN FUNDS, OF 

ADDITIONAL LAND ACQUISITIONS AND LEASES INITIALLY 

FINANCED BY BANKS ON A SHORT-TERM BASIS TO CIRCUMVENT 
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4. 

5. 

. 
THE ACT'S PROHIBITION AGAINST SUCH FINANCING. FCR 

EXAMPLE, THE CONGRESS MAY WANT TC SET A TIME LIMIT 

GN HOW LONG PROPERTY MUST EE OWNED BEFORE IT CAN 

BE REFINANCEC~ WSTH ECONOMIC EMERGENCY LCAN FUNDS. 

REEXAMINE THE POSSIBLITY OF TIGHTENING THE CREDIT 

ELSEWHERE PROVISIONS OF THE ACT TO BRING THEE.1 IN 

LINE WITH PROVISIONS OF THE FARM OWNERSHIP AND 

OPERATING LOAN PRCGRAM REQUIREMENTS. 

KEEP APPRISED OF DELINQUENCY RATES AND GRADUATIONS 

EXPERIENCED AND PROVIDE FOR A REEXAMINATION CF 

PROGRAM EXPERIENCE WITHIN A YEAR. 

THIS CCNCLUCES MY PREPARED STATEMENT, MR. CHAIRMAN. 

hE CSILL BE PLEASED TO RESPOND TO YOUR QUESTIONS. 
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